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A LOOK AT LIFE INSURANCE
When personal financial planning clients ask you to 
evaluate their life insurance needs or assist them in 
choosing between competing proposals, it might 
help to give some thought to the conditions that 
affect today's life insurance products. Volatile inter­
est rates and changes in the regulatory and tax cli­
mates are three such considerations. Other factors 
are the refusal of consumers to accept incomprehen­
sible products and rates of return, and the increased 
flexibility of new products.
The product analyzer on page 3 offers an outline 
for identifying and understanding life insurance 
products, including the hybrids of the six basic 
designs. The analyzer is based upon two concepts.
The first is that life insurance is the "life insurance 
company money" to be received by a beneficiary 
upon the death of the insured. (The insurance indus­
try calls this the net amount at risk.) By this, I mean 
that life insurance is specifically not the benefits 
receivable while the insured is alive. These benefits 
are commonly referred to as cash value, surrender 
value, or account value.
The second concept deals with the definition of 
policyowner dollars. These are defined as a pol­
icyowner investment, in which the policyowner 
elects to invest money with an insurance company 
in order to earn a financial return.
Term life insurance
If one accepts the above definition of life insurance, 
one way to contract for delivery of money upon the 
death of the insured is by purchasing a policy with 
the marketing name of term life insurance. With 
such a policy, you pay the insurance company only 
enough for the required mortality and expense 
charges for the period of time the policy is in force— 
usually one year.
As one can see in the exhibit, term life insurance 
can be obtained with or without insurance company 
guarantees. If an insurance company is not required 
to guarantee the following year's mortality costs, 
expenses, renewability, or convertibility, it can 
charge less for insurance. This type of coverage can 
be a proper solution to life insurance needs if the 
policyowner is aware of the limitations. It can be an 
unsatisfactory and expensive solution, however, if 
insurance needs extend beyond the guarantee 
period and no other company will agree to insure 
the life.
The insurance company can also issue the con­
tract with long-term guarantees of mortality 
charges and expenses, allow for the continuation of 
the policy to advanced age, and extend the right to 
convert the policy to other contracts it issues. These 
are quality term life insurance policies because they 
give the policyowners control and eliminate their 
risk. Payment for either type of term insurance is 
made with after-tax dollars—up to the age of ninety- 
nine, if desired.
Purchasing term life insurance with pre-tax dol­
lars is a viable alternative to paying for it with after­
tax funds. This can be achieved if the interest which 
is earned on the policyowner's funds is used to pay 
the mortality and expense charges. There are four 
basic varieties of this type of policy available. They 
are described below.
Whole life
Whole life has less risk and more certainty of results 
for the policyowner than the other types of insur­
ance shown in the product analyzer. Part or all of the
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level-billed premiums may be paid by using divi­
dends or by taking policy loans, although the Tax 
Reform Act of 1986 has made policy loans less desir­
able because of the restrictions on the deductibility 
of policy loan interest. If additional life insurance is 
desired because needs have changed, the pol­
icyowner must pass a medical examination and pur­
chase a new contract. Requests to reduce the face 
amount have to be sent to the insurance company 
along with the policy.
Whole-life policies are suitable for those who can 
afford the premiums required for greater predict­
ability of performance, and may be the best alter­
native for people who cannot obtain life insurance at 
standard mortality rates. They also work well when 
a corporation which owns the policy wishes to show 
a predictable minimum impact on earnings.
Universal life
As in the case with whole-life policies, the owner of a 
universal-life policy does not have any control over 
the investments which, in these policies, are in 
short-term interest-sensitive vehicles. The only 
practical way to change the investment is to with­
draw the principal up to the cost basis in the policy 
and/or borrow amounts in excess of basis and invest 
them somewhere else. Again, restrictions on the 
deductibility of loan interest may make this a less 
desirable alternative.
The policyowner has substantial flexibility in 
arranging premium payments, however. Once the 
insurance company’s initial requirements are satis­
fied, the mortality and expense charges may be paid 
directly by the policyowner, or come from the earn­
ings on the account, or the principal in the account, 
or any combination of these sources. Amounts paid 
in excess of this requirement are allocated to 
increasing the investment account. If the interest 
earned on the account becomes sufficient to pay the 
entire mortality and expense charges for the year, 
the arrangement becomes the equivalent of term­
life insurance paid for with pre-tax earnings.
Universal-life policies are appropriate for those 
who desire the flexibility to change the face value or 
the premium payment arrangement. The pol­
icyowner, however, must accept the risk that the 
interest on short-term investments might decline 
and expense might rise. The policies are suitable for 
people who cannot allocate the amount of premium 
required by a fixed-premium policy. They can state 
their coverage objectives and premium limitations, 
and have the insurance company tailor a contract 
for them.
Variable life
Variable-life policies allow policyowners to choose 
among the types of investments offered by the insur­
ance company. The policyowner may change the 
investment of funds within the policy and, also, the 
allocation of premiums going into the policy. There 
is, however, little flexibility permitted in the pre­
mium arrangement, and it is not possible to 
increase the face amount of a contract to suit chang­
ing needs.
Variable-life contracts are appropriate for the pol­
icyowner who needs insurance and is an investor, or 
who is someone willing to accept additional risk in 
order to earn a higher reward.
Universal variable life
These policies offer the ultimate flexibility in choice 
and control of investments. The policyowner may 
make changes in the investment of funds within the 
policy and in the allocation of premiums. In some 
instances, policyowners may even specify the 
account against which the insurance company 
should charge the mortality and expense costs. 
Monthly premium payments also offer an oppor­
tunity for "dollar-cost averaging" in the investment 
accounts.
As in the situation with universal-life policies, 
policyowners may start, stop, increase or decrease 
premium payments and may change the face 
amount of a policy once mortality costs and 
expenses are covered. The insured will have to sat­
isfy the insurance company's underwriting require­
ments, though, to increase the net amount at risk. 
Universal-variable life policies are adaptable to the 
insureds cash-flow requirements, short- and long­
term investment needs, and to changes in the tax 
laws and economic and regulatory climates.
Is that all there is?
The designers of life insurance products are cre­
ative, and you are likely to come across several
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Analysis of Life Insurance Policies
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hybrids of the types described in the product ana­
lyzer. You might find, for example, an interest­
sensitive whole-life policy. This is a fixed-premium 
contract, but with the investment vehicles being 
short-term interest-rate sensitive ones rather than 
long-term bonds and mortgages. Such a policy 
might appeal to someone who prefers money mar­
ket types of investment. Single-premium whole life 
is a good example.
Once you have decided which insurance policy is 
the most suitable, you must decide which insurance 
company to buy it from. I suggest limiting the 
number of companies under consideration to those 
that
□ Have been in business many years and can be 
depended upon to make reasonable charges for 
mortality costs and expenses, and generate suf­
ficient income for survival.
□ Can be expected to perform well during the life 
of the contract, based on their past perfor­
mances, and disclose what penalties the pol­
icyowner would encounter if the policy were to 
be surrendered.
Conditions change over time and, generally, life 
insurance policies do not guarantee the following 
year's investment returns, or mortality and expense 
charges. It is to the policyowners advantage to stay 
with a company until death. To surrender a policy 
early exposes the policyowner to surrender charges 
and income tax liabilities. The choice of insurance 
company is, thus, paramount.
(Continued on page 8)
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Telling Students About 
Public Accounting
I recently made a presentation to the University of 
New Mexico Accounting Association which was 
attended by approximately 40 students. This organ­
ization sponsors an ongoing speakers program, four 
to six times a year, so that accounting students can 
learn more about both public and private account­
ing.
The purpose behind my presentation was two­
fold. The first part was to inform the students of: (1) 
the advantages of working for a local accounting 
firm; (2) the kind of work that they would be doing 
during the first six months; and (3) the various peo­
ple skills needed. The second part of the presenta­
tion was to tell them what I would look for in an 
accounting firm if I were interviewing for employ­
ment as a recent graduate.
The exhibit at the bottom of this page shows the 
various topics covered during my presentation. The 
perceptions of public accounting are those of three 
staff members hired during the past year.
During the perception portion of the presenta­
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II. WHAT TO LOOK FOR IN AN ACCOUNTING 
FIRM
□ History of firm and partners
□ Reputation—professors, community, other 
firms, friends
□ Growth
□ Types of work
□ Travel
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□ Stability of firm





(Before and After Employment)
1
 Before I went into public accounting, I knew 
very little about it. I thought an accountant 
worked in a tax or audit department and 
that the work was hard. I also believed you 
worked a lot of hours and that there was extensive 
travel.
What I have experienced is much different. 
There has been very little travel and I do not work 
as many hours as I thought I would. We work on a 
variety of services such as tax, audit, compilation, 
and bookkeeping. In addition, public accounting 
is much more people oriented than I had thought, 
and an accountant develops people skills right 
along with technical skills. Most important, the 
work is much more interesting and enjoyable 
than I had anticipated.
The types of work I have done in the last eight 
months are:
□ Helped move the office










□ Lunch with an interviewer
□ Lunch with prospective clients and a partner 
in the firm
□ Wrote newsletter articles
2
 Before I joined the firm, I was under the 
impression that staff accountants worked 
on segments of projects and were not 
exposed to the complete picture.
I thought that staff accountants worked just on 
tax returns and audits and with seniors on all 
assignments. Also, I had heard that first-year 
accountants travel a lot, and I didn’t expect to 
communicate with clients during the first year of 
public accounting.
Afterwards, I found that staff accountants are 
exposed to all types of assignments, such as indi­
vidual and corporate tax returns, audits, com­
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pilations, and monthly bookkeeping, and work on 
projects from beginning to end. The seniors are 
available if guidance is needed. As a staff accoun­
tant, I have interacted with various clients con­
cerning questions and/or information needed. I 
didn’t realize how much work was completed 
using worksheets and manual forms, or that 
travel was limited in some firms.
3
1 had no idea what to expect after I gradu­
ated in December and was ready to start 
my new job. I had heard a lot about public 
accounting and how a variety of things was 
required. I expected to do tax returns, audits, and 
work long hours, but later realized there was 
much more to accounting than that.
During the last eight months, I have worked on 
a variety of things including partnerships, 
estates, trusts, corporations, profit sharing plans, 
and individual tax returns. I worked on an audit 
and then a review that was similar to the audit. 
The tax experience itself was far more than I 
expected, as I discovered there is more to tax than 
just 1040s.
I have learned methods of accounting that were 
not taught in school, how to work with people, 
and how to effectively communicate my 
thoughts. I’ve done personal financial state­
ments, tax planning, and tax research. I attended 
a week-long seminar in Dallas, learning working­
paper techniques and basic auditing skills that 
made it easier for me to understand what I was 
doing.
I have experienced difficult times, too, such as 
feeling apprehensive and incompetent when 
something new was brought my way. However, it 
becomes easier as time goes on. I was also very 
time-conscious about budgets, but I realized that 
once I stopped worrying about that and just did 
the job, it was usually completed in a reasonable 
length of time. Another difficulty I had to deal 
with was starting all over in a new situation and 
realizing that everything I learned in school 
about accounting was just the beginning.
Overall, my first eight months have had good 
and bad points, but I’m happy to discover that I 
enjoy my career and where I work. I’ve developed 
a lot of enthusiasm and motivation to learn new 
things. Public accounting isn’t exactly what I 
expected, but I’m glad because I’ve found it even 
more interesting and challenging. 
tion, I dealt with the advantages of not having strict 
departmentalization in a local accounting firm such 
as ours, which means that staff members would get 
a much more generalized exposure to public 
accounting during their first three years employ­
ment.
I also talked about the hours that we worked, 
particularly during tax season, and informed the 
students that our firm requires approximately 2,300 
hours of work per year for staff employees. I 
reviewed our travel policy and the types of engage­
ments we work on. I let the students know that we do 
have limited travel, but that we deal with a large 
variety of clients in various fields and industries.
I stressed the importance of being people oriented 
in public accounting. This came as a surprise to the 
students because they thought that their biggest 
challenge would be solving numerical problems. I 
concluded this portion of the discussion by letting 
them know that they could find public accounting 
interesting, challenging and, most specifically, that 
they could acquire "rewards" from their employ­
ment in the profession. I told them that the rewards 
not only include financial benefits but also receiv­
ing thanks from clients and knowing that a problem 
had been solved.
During the second part of my presentation, I told 
the students that they should inquire as to the his­
tory of the firm and its partners, that is, how long 
the firm has been organized, how many partners 
have withdrawn, and how many employees have 
been hired recently. I also told them that the pro­
fessors at the university were a valuable source for 
learning about the reputation of a firm in a com­
munity, but that they could also inquire of parents, 
friends, community leaders, bankers, and other 
accounting firms.
I believe that the growth of a firm and the types of 
work that it does are important considerations for 
students who desire opportunities for professional 
advancement. Travel and continuing education pol­
icies should also be reviewed prior to accepting 
employment with a firm. The continuing education 
policy should provide valuable clues as to whether a 
firm is interested in keeping current.
In addition, I talked to the students about the 
AICPA division for CPA firms, and about peer review, 
quality control, and other requirements of mem­
bership. I told them that the appearance of a firm’s 
office can tell them a lot about it, and that they 
should be looking for signs of stability, not only in 
terms of partner and staff turnover, but also in a 
firm’s growth pattern and overall community 
involvement. □
—Jerrell A. Atkinson, CPA 
Albuquerque, New Mexico
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Taking Advantage of Client Perceptions 
(Part 1)
When asked for their perceptions of themselves, or 
at least the services they provide clients, CPAs tend 
to respond with terms such as "high quality," 
"timely,” and "worth the fee." They see themselves 
as being responsive to clients needs, helpful, sup­
portive, and conservative.
Client perceptions of CPAs are rather different. 
Responding to the question posed by one firm of 
what they would like their CPAs to be, as opposed to 
what they are, the clients used words such as 
"timely," "innovative,” "knowledgeable about their 
businesses," "proactive," and "available."
Perceptions, quite obviously, don’t always relate 
to reality. Nevertheless, there are conflicts in several 
areas. The objective is to get these perceptions 
together and thus form a more constructive rela­
tionship.
In surveys conducted by various entities, clients 
have listed untimely service and lack of service as 
the primary reasons for changing CPA firms. Fees 
are listed, too, but usually by a much smaller per­
centage of the respondents.
In one specific survey, 89 percent of the respond­
ing clients of a multi-office firm said that the firm 
performed services within a timeframe that met or 
exceeded their expectations. The majority believed 
they were treated in a professional and courteous 
manner, and 96 percent would recommend the firm 
to prospective clients. Only 64 percent of those 
responding, however, said that they had ever been 
asked if they needed any of the CPA firms other 
services.
One question on the survey asked, "How could we 
have served you better?" The clients indicated they 
would like to see more initiative on the part of the 
firm in offering needed information, more timely 
service, better communication, and increased inter­
est shown in the performance of the clients’ busi­
nesses.
One client suggested that the CPA firm install a 
toll-free telephone number so that clients could 
more readily get help in solving problems and mak­
ing business decisions. Others said that the tax 
information given them assumed that they had a 
level of knowledge which they did not possess. They 
wanted more to-the-point tax-saving information 
and better access to their tax-return preparer. The 
firm was fully capable of providing many of the 
services in which the clients expressed interest, but 
the clients were not aware of the fact.
Similar complaints were expressed in a survey of 
another CPA firm's clients. "They don’t bring things 
to our attention and don’t help us with our business 
problems,” were typical comments. One client said 
that he had to suggest to the CPA firm that he needed 
a LIFO inventory system, rather than this being 
suggested to him. He did find the firm willing to go 
to industry seminars with him, though, so that both 
could learn what he needed.
Others said they thought that there were many 
things the CPA firm could be doing for them that it 
was not. "They are capable of providing us with 
more consulting work," was one comment. "They 
simply don’t have a desire to give us that level of 
service.”
Some clients wanted more information on the 
firm’s capabilities in tax planning. One said that he 
got many tax-saving ideas from the tax bulletins 
and newsletters sent by a large national CPA firm.
Another thought that a management letter would be 
useful. "I look to my CPA as I look to my doctor," he 
wrote. "If he sees the symptoms, he should tell me 
about them. I'd spend money for a management 
letter."
Based on these surveys, clients perceive a need for 
a lot more business advice than they get. When they 
ask the right questions, they receive helpful 
answers. The problem for many clients, though, is 
knowing what questions to ask. The surveyed clients 
were unhappy about the quantity of assistance they 
received from their CPA firms. Quality was not an 
issue.
How to find out how clients see your firm
Perhaps one of the easiest and least expensive ways 
is to use the Client Perception Survey available 
through the Texas Society of CPAs. (See box, facing 
page.) You can also conduct mail surveys of your 
own. If you do, keep the questionnaire short. 
Remember that you are sending it to busy execu­
tives and business owners. Enclose a stamped, 
addressed envelope for the response, and give 
respondents the option of signing the form. You will 
find that some clients want to give you specific mes­
sages.
You might also consider personal interviews. You 
can get a lot of information during a face-to-face 
conversation with a client. To ensure that the 
responses are complete and candid, it is best if the 
interviewer is someone other than the partner 
responsible for that engagement.
An interview can also work well as a follow-up to a 
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questionnaire and enable you to get additional 
information from the client. You should have a list of 
questions that you ask everyone. That way you can 
compare the data and find out how the firm in 
general is perceived, or which partner is managing 
the client relationship best.
You must listen carefully to the clients. Keep in 
mind that the idea is to get information, not to deal 
with it. So don’t get defensive at some of the criti­
cisms—just bite your tongue, talk with all clients, 
then follow up to deal with their problems. They 
will expect something to happen after the inter­
views, so try to deal with their concerns promptly.
Independent surveys
Probably the best way to get direct, unbiased feed­
back is by using someone outside the organization 
to conduct the survey. Clients are likely to be less 
restrained in their remarks than they would be with 
one of the firms partners. You can hire a public 
relations or marketing firm, or go to an independent 
consultant for this purpose. They are professionals 
in the field of conducting surveys, do it all the time 
for their clients, and know how to get meaningful 
information.
Another consideration is that your clients don’t 
expect an outsider to be an expert on accounting 
matters and won’t be looking for solutions to their 
problems on the spot. Having an outsider conduct 
the survey can be expensive, although considering 
what you can learn about your firm and your clients, 
it is probably worth the investment.
No matter what type of survey you use, you must 
be prepared to do something with the information 
you obtain. Clients expect some action, and the rela­
tionship will deteriorate if their expectations are 
not dealt with. So, make changes in ways that are 
obvious to clients. They have one overriding inter­
est, and that is knowing how to make more money in 
the operation of their businesses. Their secondary 
interest is knowing how to keep more of what they 
make, that is, how they can save on taxes.
Client retention is largely based on the fact that 
clients who are enthusiastic about the services their 
CPA firm provides don’t take their business else­
where. If they think of you as part of their manage­
ment team—people who can help them make and 
retain more money—they are less vulnerable to 
being wooed by competitors and more likely to refer 
good clients to you. □
—by Donald B. Scholl 
D.B. Scholl, Inc.
P.O. Box 3152
West Chester, Pennsylvania 19381
Editors note: How to identify and deliver services cli­
ents want will be described in Part 2 of this article.
Client Perception Survey
The Client Perception Survey offered by the 
Texas Society of Certified Public Accountants 
was developed to give clients an opportunity to 
constructively criticize their CPAs’ practices. 
The idea is that such comments will enable the 
CPA firm to recognize and address problems 
that might be jeopardizing the client relation­
ship. The comments might also result in addi­
tional services and fees.
There are two parts to the survey. The first is 
a multiple-choice questionnaire dealing with 
the services provided, which takes clients 
about ten minutes to complete. The second 
part is a request for additional comments on 
any aspect of the client’s association with the 
CPA firm, and a request for a list of services on 
which the client may desire more information.
The completed forms are mailed by clients 
in a postage-paid envelope to the Texas Society 
for processing. A comparative report is gener­
ated from the questionnaire that reflects cli­
ents’ attitudes toward the firm. This is com­
pared with the attitudes of all clients in the 
data base toward all other participating firms. 
The original comment sheets and the com­
parative report are mailed to the CPA firm.
The Client Perception Survey reveals 
whether clients are aware of all the services the 
CPA firm offers, whether they believe they are 
informed about its policies and fee structure, 
and whether they would recommend the firm 
to others. The survey also shows the firm’s 
strengths, and which areas of practice need 
improvement.
Clients are asked, for example, if the advice 
they receive has been beneficial, whether the 
firm’s personnel seems technically competent, 
returns phone calls within a reasonable period 
of time and helps implement any suggested 
changes.
The cost of this service is $2.50 per question­
naire with a minimum order of 100. Additional 
reports identifying client categories (separat­
ing tax clients from audit clients, for example) 
are available at a nominal fee. For more infor­
mation, contact: Communications Depart­
ment, Texas Society of CPAs, 1421 West 
Mockingbird Lane, Suite 100, Dallas, Texas 
75247-4957. Telephone: (214) 689-6000.
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Life Insurance (continued from page 3)
Having decided which type of policy is most suita­
ble and which companies are most likely to deliver 
on their lifetime promises, the final step before pur­
chasing a policy is to compare mortality costs and 
expenses, both current and guaranteed, investment 
performances and flexibility alternatives. The 
methods to compare these features are complicated. 
Basically, though, I suggest choosing control over no 
control, and flexibility over inflexibility, and when 
economically feasible, to pay for long-term life 
insurance needs with the pre-tax earnings on invest­
ment vehicles of choice.
When selected carefully, life insurance can be a 
productive and valuable asset. Personal financial 
planning clients need your help to ensure that their 
life insurance not only fits properly into their over­
all financial plans, but can perform well in the years 
ahead. □
—by Ben G. Baldwin, CLU, CFP, ChFC 
Baldwin Financial Systems, Inc.
5 Revere Drive, Suite 500 
Northbrook, Illinois 60062
Helping the Disabled
Formerly expiring in 1985, section 190 of the 
Internal Revenue Code has been reinstated in 
the Tax Reform Act as a permanent provision 
with no expiration date, effective as of January 
1, 1986. By providing the disabled with parking 
spaces, ramps, and wider doorways, busi­
nesses can deduct up to $35,000 annually.
Practicing CPA Distribution Policy
Readers are reminded that one copy of the 
Practicing CPA is sent automatically to each 
practice unit and to those members who have 
specifically requested it. If you would like to 
receive your own copy, please send your name 
and address to the membership administra­
tion department at the AICPA.
American Institute of Certified Public Accountants, Inc.
1211 Avenue of the Americas
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